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SUPERIOR COURT OF THE DISTRICT OF cd%ﬁ;ﬁg;;gggg;g;;uf

Tax Division TAX DIVISION

NOV 13 34
FILED

Tax_Docket No

10i5 15TH STREET, N.W.,
ASSOCIATES LIMITED PARTNERSHIP,

H Petitioner,
Ve

DISTRICT OF COLUMBIA,

3266-83

08 20 06 90 04 00 00 00 S8 O¢

Respondent,

QRDER
This matter came before the Court for trial on April 24,

1983, Petitioner, the fee simple owner of property located
at 1015 15th Street, N.W. (Lots 32 and 33, Square 216),
hallenges the real property tax assessed against it for tax
ar 1983 pursuant to D.C. Code §47-820 (1981). Respondent,
the District of Columbia, valued the subject property for tax
assessment purposes for tax year 1983 at $18,344,320,
6,375,820 for lahd and $11,968,500 for improvements. Peti-
ioner appealed to the Board of Equalization and Review,

: hich increased the valuation of tne improvements to
$14,151,061, resulting in a total assessment on the property
bf $20,526,888. Petitioner paid the tax of $437,222.56 and
inely filed this appeal. Tae Court exercises jurisdiction
bver this appeal pursuant to D.C. Code §547-825 and 47-3303

1981).

INDINGS OF PACT ,
1. The sunject property is located at the iantersection

p£ 15th and K Streets, N.W., in tne area referred to as “aew
downtown,® taat area east cf 15th Street, well notth of
Pennsylvania Avenue, west of 7ta Street and Boutua of Hassa-
phusetts Avenue. The sudject property was one of the firat
commercial office buildings coanstructed east of 15th
ptreet. Although theze has been substantial construction
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east of 15th Street since the subject property was completed,

this area continues to be considered inferior to the Central

||{Business District, and the lease rates in this area are
generally lower than in the Central Business District.l/

2. The subject property contains 17,468 square feet of
land with primary frontage on 15th Street. The site is
located in an area zoned C-4, which allows a development
density of 10 "Floor Area Ratio” ("PAR"). Because the prop-
erty is improved with a building which is constructed
partially on leased air space over a public alley, the actual
developed density is 11.26 FAR.

3. The subject property is improved with a twelve story
ffice building, built in 1979, which is constructed on lots
32 and 33 and in the air space above a public alley waich
ivides tae two lots. Por assessament purposes, the respond-
ent attributes the entire value of the improvement to Lot 33,
ut values the land of the two parcels separately. Both
rties agree that the current use of tne property is its
nighest and pest use.

4. The building contains 196,651 square feet of gross
inished area and approximately 182,000 square feet of net
rentable a:aa.zj Approximately 173,990 square feet of tae
et rentable area is office space, and the remaining 8,346
quare feet of net rentable area is retail space. The bui%d-
ng has below-surface parking for 145 cars.

5. Prom 1979 to the end of 1981, the reat for commer-
ial office space in the District of Columdia iné;oasod fzoa

/ The Central Business District contains the oulk of Wash-
ngton's office inventory and is centered in tiae acea
urrounding the intersection of Connecticut & L Streets, N.W.

The square footage includes tne area built over the
ic alley on leased air rights.
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a $14-16 per square foot range in 1979 to a $22-26 square
foot tang; in 1981.3/ During the same time period, the
subject property was encumbered with long term leases entered
into in 1979, 96% of which would not "roll-over®" until 1989.
Although most of tne leases contain a "25% of Consumer Price
Index" escalation clause, this escalation limits annual rent
increases to one-fourth of consumer price increases rather
han permitting increases to market rental rates. The leases
expire in 1989. Although market rates ranged from $20-26 per
square foot in 1982, the subject property, in which leased
gpace averaged $15.08 per square foot in 1981, had an
psxpected yield of no more than approximately $16.00 per
sgquare foot in 1982,

6. Petitioner presented evidence that approximately 11
llion square feet of office space was under construction
and expected to be completed between 1982 and 1984, twice the
mount of new office space delivered during the prior three
ar period. As a result of this production and a decrease
n the demnand for newvw space, in 1982 there was an oversupply
bf approximately 3 million square feet of coamercial office
hpace, waich decreased tihe value of that space.

7. The petitioner further presented evidence of the

roperty’s market value as of Januacy 1, 1962, through the

{oltinony and appraisal report of James P. Ryan, MAI. Mz,
{yan used an income approacn in determining value. Relying
[982 per square foot rental income for the office, retail,

|
|
!

n tne income history of the property, Mr. Ryan projected the

torage and parking areas of the property, including those

Areas oonstructed in the leased air space. Although the

In 1982, commercial office space leased at between $20
nd $26 per sguare foot.




i

-4 -

rental rates used by Mr. Ryan were lower than the January 1,
1982, market rates, he determined that the use of market
rates would give an inflated estimate of value of the
property, because an investor purchasing on January 1, 1982,

{iwculd be bound by the existing leases and could not obtain

|

market rates immediately.

8. Mr. Ryan considered the various components of the

subject property's capitalization rate, including mortgage
interest rates, racurn on equity, and the real estate tax
rate to deteraine the property's value. The value he derived
through this income approach was verified by comparing the
assessnent of the subject property to the assessmasnts of
comparable properties.

9. The respondent offered evidence, through the testi-
mony of the assessor, Paul E. Spruill, in support of the
initial $18,344,800 assessperit., Hr. Spruill testified that
ne used the replacement cost approach to determine the
ubject property's value.

The goverament did not dispute the contention that tne
istrzict generally uses the income approach to value commer-
ial office buildings for assessment purposes.

The owner of the subject property suonitted income and
pense forms to tne District of Columbia for 1980 and 1981.
is information was available to the assessor and income
igures were sufficiently stavle to allow an assessment based
n the income approach to valuation. 1In assessing the prop-
rty for tax year 1983, however, the assessor did not use
is information. He testified that he used the -income
pproacn as & check, but n~ supporting docunonta:ion vas
rovided to substantiate that contention. The respondent
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offered inconsistent testimony on this point. He testified
initially that ne had inspected tne property twice, in 1979
and in 1980. During his deposition, however, ne testified
jithat he had only inspected the building once, and further,
htbat his inspection was limited to the interior lobby of the
ouilding. On questioning from the Court, Mr. Spruill
adaitted that he had never inspected the interior of the

uilding, with the exception of the lobby area. Despite
these contradictions, the Court finds that the assessor did
ot use the income approach to valuation in assessing the
ubject property for tax year 1983.

10. Similarly, on direct examination, Mr. Spruill

estified that his opinion of value was based primarily on

e income approach, and that he checked his valuation

rough the cost approach. On cross-examination, he testi-
ied that he used primarily the cost approacn. In response
to questions from the Court, he testified taat he used the
ost approach because he had insufficient financial informa-
ion to use the income approach, but admitted that he had
ess to tae income and expense statemonts subaitted by the
roperty owner and that those statements provided a suffi-
ient income stream to use the income approach. At ais depo-
ition, and in answers to interrogatories which Mr. Spruill
igned, he stated that he had not used tane income, cost or
mparable sales approach to valuation. On tae stand, he -
estified that this earlier denial that he had used this
toach -- made during deposition testimony -~ was a
stake. '

1l. Evea if respondent did use the income approach, ae

id not present sufficient evidence of the appropriate
\ncome, expenses, or capitalization _-ate for tae subject
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property io support its own estimate of value or to reout tne
evidence presented by petitioner. For tae following reasons,
tnis Court finds tae appraisal and report of petitioner’'s

hexpert. Hr. Ryan, more persuasive and indicative of the value

of the property.

ANALYSIS AND CONCLUSIONS

Superior Court review of a tax assessment is de povo,

necessitating competent evidence to prove the matters at
ssue. Hyner v, District of Columoia, 411 A.2d 59 (D.C.App.
1980) . The correct assessment of the subject property for
ax year 1983 is the present market value for assessment
purposes ~- the value of benefits associated with the
pwnership of tne property -- determined as of January 1, 1982.
The Court finds that petitioner provided credible evi-
dence tnat tne value of the subject property as determined

Py applying the income approaca, is $16,300,000 for tax year
1983. Upon review of tne testimony and documentation pre-
3ented, the Court concludes that income analysis was properly
performed, using income and expense data that has not been

Jisputed, tnereby producing an accurate estimate of market

|

{cluo. An expert opinion is not alone sufficient to carrcy
petitioner's burden of proving an assessment to be incorrect.
The Court therefore turns to the evidence presented regarding
ae assessaent itself.

The assessment at issue nere is tne tax year 1983 assess-
nt, as increased by tne Board of Egualization and Review,
n the amount of $20,526,888. Altanough the petitioner has
he initial burden to demonstrate that the a.aosu;cnt appealed
¥rom is invalid, respondent presented no cvi;cnco to support
increased assessment. Instead, the governnent chose to
fely on the original assessment in the amount of $18,344,000,

B order to estanlish value in this d¢ noyg proceeding.
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Petitioner contends that the original assessment was

arbitrary and excessive in violation of D.C. Code §47-801

et. seg. (1981) and the due process clause of the United

||States Constitution. Because statutory and factual consid-
erations are sufficient to resolve this case, the Court need
not reach the constitutional issue.

By statute and regulation, assessors for the District of

Columbia are required to consider all available information

which may nave a bearing on the value of property, including
financial considerations, replacement costs less accrued
depreciation and income earning potential. D.C. Code Ann.
§47-820 (1981); 9 D.C.N.R. §307.1 (1982). In assessing the
subject property for tax year 1983, the assessor did not
adeguately consider these factors.

Tais Court has previously recogniszed, and Mr. Spruill
testified, that the income approaca is the preferable
approach for valuing income producing properties for
assessment purposes in the District of Columbia. The
District has acknowledged that it normally uses the cost
approach only for valuing new or unigue commercial properties
for which an income stream is difficult to estaolish.d’ Tne
subject property was completed in 1979 and income and expense

ata were developed at the time of assessment.

A/ This testimony is consistont with Nr. Spruill's testimony
n an appoal of the assessment on a different pgroperty whoreo

e teatified tnat ac uses tae cost approach for a, new building
or twelve montans, until tae incoxe stroam is stable. Warp-

n 8 5._!!_;_:1 t O CO].\m‘:!.l. T.0. No. J123-82
¢ 1983) 131§p Oop. at 5).

(-
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Even if tne cost approaca were an appropriate method of
valuing the subject property for assessment purposes, the
respondent did not establish tnat its assessment was the
product of a proper application of this method. Petitioner
' acquired the subject property in 1979 for $2,926,860 and
improved the property with a ouilding whica cost $7,153,977,
for a total cost of $10,080,837. Respondent's evidence did

not demonstrate that the reproduction cost would exceed the
$7,153,977 cost of construction or any evidence which sup-
ports an assessment in excess of the $10,080,837 acquisition
cost.,

The cost approach also is used wnen there is a lack of
comparable sales. Although tne District argued that an al-
ternative to tane income method would be proper in this case,
the sales information it presented could not secrve as the
asis for a lawful astossmoné in this case.

The record cards for the subject property indicate tnat
in performing the tax year 1983 assessment, respondent simply
increased the assessment of the land. As evidence to support
this increase, the government presented a list of vacant land
ales. To be relevant, sales data must relate to comparable
roperties. §See D.C. Code Ann. §47-820; 9 D.C.M.R. 307.3,
acant land is not comparapble to property which contains a
elatively new twelve story comamercial office building and
us sales of vacant land are not relevant to a determination
£ the value of the subject property. Indeed, :cspondcnt'i
vidence shows the average sales price of the referenced
tcels was $265 per square foot ~- sunltantiallfllowc: than

e $365 per square foot assessment of the land of the subjocj

roperty.
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Petitioner's evidence has established that reliance on
the sales data presented by the government would not have
lproduced an accurate estimate of value. Purthermore, there

llis no dispute tnat the assessor had the necessary data to

mploy the income method. The petitioner haa carried the

urden of proving that the assessment was based on an

nappropriate valuation method seldom used for properties of
is kind.

Purther, the Court finds that the assessor did not
roperly apply the method of valuation he selected to arrive
t his assessment. Although he apparently considered vacant
and sales in making his assessment, the regulations author-
ze tahe considerationof sales only of "similar® or “reason-
bly comparable®” properties, 9 D.C.M.R. §5307.1 and 307.2
1982). Respondent's :olianc; on sales of vacant land did
ot comply witn the regulations and did not provide support
or the value of the subject property for assessment purposes.

Neither did respondent's use of the coat approach comply
ith tane applicable regulations. The regulations provide
hat the cost approacn may be used to estimate value either
y (1) adjusting the property's original cost for price level
nanges; or (2) applying current prices to the property's
abor and material components. 9 D.C.M.R. §307.4 (1982).

e assessor's failure to follow either of these methods
avalidates the conclusions he reached using tae cost apptéichL
Petitioner has established that tne assessor did not

omply with the regulations, did not assess tne p}ovo:ty on
e same basis as comparable properties and did not properly
ollow either the comparable sales or cost approach in
reparing the 1983 assessment. Tae evidence establishes that

assessnent is arbitrary and excessive.
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tavaluated on its own merits. After weighing all the

Pinaily, tae assessor's testimony reflected significant
discrepancies and a lack of supporting documentation in

emploving the approach used. Each case, howaver, must be

evidence, the Court concludes that petitioner has carried its
ourden of proving the tax year 1983 assessment for the
gsubject property arbitrary and incorrect. The Court finds
that the market value of the subject property as of January

v 1982, was $16,300,000.

Although this case is a challenge to the tax year 1983
assessment only, a trial court's determination of value of
taxable property remains binding on the District for subse-
uent tax years until a genuine reassessment of the property
taken place. D.C, v. Burlington Apartment House Co,, 375
A.2d 1052 (D.C. App. 1977). ‘Accordingly, the determination

t the estimated market value for assessnent purposes is
$16,300,000 is the basis for taxation for tax year 1983 and
n all subsequent years until there has been a lawful
eassessnent of tne property.

Waerefore, it is this _ |34, day of. Novexber, 1984,

ORDERED that the respondent shall modify the assessment
ecord card to reflect the value of $16,300,000 for tax year
983 and for all subsequent years until a lawvful reassessaent

been performed and shall refund to petitioner the excess

es which have been unlawfully collected for tax year 1983
subsequent tax years; and it is

PURTHBR ORDERED that the petitioner present a proposed
rder for refund no later than ten days from the éa:o talis
tder is signed. )
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Copies to:

James J. Murpny, Esquire
Penny Q. Seaman, Esquire

{jBEyan, Cave, McPheeters & McRoberts

1015 15th Street, N.W., Suite 1000

Washington, D.C. 20005

Urenthea McQuinn Powers, Esquire
Office of the Corporation Counsel, D.C.
1133 North Capitol Street, N.E.
ashington, D.C. 20004

inance Officer
epartaent of Finance and Revenue
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